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GOVERN^-.-  . 
REPORT  ON  COMPUTER  AND  COMPLIANCE  ACTIVITIES 

II  (IF  i   l     ™* 

The  Department  of  Corporations  and  Taxation  currently 
collects  state  taxes  at  a  level  of  2.8  billion  dollars  per 
year,  which,  level  has  increased  by  400%  in  ten  years.  For 
fiscal  1966,  0.7  billion  dollars  were  collected,  while  in 
this  fiscal  year,  2.8  billion  dollars  will  be  raised.   This 
sharp  rise  in  collections  has  not  been  complemented  by  a 
corresponding  increase  in  personnel  and  other  resources  de- 
voted to  administering  this  level  of  tax  collections. 

In  1966,  the  Department  had  an  authorized  permanent 
strength  of  822  positions,  or  1.15  positions  per  $1,000,000 
collected.   Currently,  its  authorized  permanent  strength  is 
only  1,231,  or  .44  positions  per  $1, 000 F 000  collected.   More- 
over, because  of  recurring  freezes  upon  hiring  personnel  and 
strictures  upon  filling  positions  resulting  from  antiquated 
personnel  and  civil  service  laws  and  requirements,  the  Depart- 
ment's actual  number  of  employees  at  any  given  time  is  about 
three  quarters  of  authorized  strength.   Currently,  the  actual 
number  is  965  employees,  or  78%  of  authorized  strength,  and 
represents  .34  employees  per  $1,000,000  collected. 


The  serious  understaf fing  of  the  Department  was  partially 
recognized  in  1973  (when  the  revenue  level  was  at  2  billion 
dollars)  and  200  additional  positions  were  added  to  the  Depart- 
ment, bringing  it  up  to  1512  authorized  positions.   Since  that 
time,  the  collection  level  has  increased  by  40%  and  staffing 
has  been  reduced  by  about  100  positions  below  the  1973  staffing 
level. 

ACCOUNTS  RECEIVABLE 


The  tax  department,  like  every  other  tax  agency  at  any 
level  of  government,  has  the  continuing  problem  of  collecting 
monies  from  those  taxpayers  who  refuse  or  are  unable  to  meet 
their  tax  obligations  to  the  government.   This  is  not  peculiar 
to  government  alone.   It  is  a  problem  that  must  and  is  faced 
daily  by  every  businessman  in  collecting  his  own  business  debts. 

The  accounts  receivable  of  the  tax  department  represent  a 
number  of  different  elements.   Most  of  them  result  from  tax- 
payers filing  returns  without  payment.   Other  amounts,  however, 
represent  taxes  owed  as  a  result  of  audits  made  by  department 
tax  examiners  or  taxes  that  are  legitimately  in  dispute.   In 
all  cases,  the  receivables  include  penalties  and  interest  that 
have  been  added  periodically. 

Accounts  receivable  as  of  the  end  of  the  fiscal  year  have 
been  annually  reported  in  statistical  detail  by  the  Department 
in  its  financial  report  to  the  State  Comptroller  and  are  annually 
analyzed  by  the  State  Auditor  and  detailed  in  his  Report. 
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As  of  June  30,  1976,  the  Department's  accounts  receivable 
on  its  books  amounted  to  98  million  dollars  for  all  years.   These 
receivables  include  accounts  that  go  back  twenty  years  or  more. 
It  is  estimated  that  40%  of  the  total  represents  taxes  that  were 
due  more  than  six  years  ago. 

Unlike  private  businessmen  and  other  tax  jurisdictions, 
Massachusetts  does  not  have  a  general  statutory  limitation  upon 
collection  of  a  delinquent  state  tax.   There  is  a  six-year  stat- 
utory period  for  the  collection  of  private  business  accounts, 
federal  taxes  and  local  property  taxes,  and  varying  periods  for 
taxes  of  other  states.   Massachusetts  has  a  ten-year  collection 
statute  for  inheritance  and  estate  taxes,  but  no  limitation 
for  other  taxes.   As  a  result,  unpaid  tax  liabilities  are 
never  written  off  es  uncollectible  through  the  passage  of 
time  or  by  operation  of  law.   The  only  vehicle  for  removing 
an  uncollectible  from  the  books  is  for  the  State  Tax  Commission 
to  recommend  its  abatement  by  the  Appellate  Tax  Board  under 
G.L.  c.  62C,  sec.  42.   Unless  and  until  the  account  is  abated 
as  uncollectible  through  this  statutory  procedure,  it  remains 
upon  the  books  as  a  receivable. 
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COMPLIANCE  ACTIVITY 

The  current  high  level  of  state  taxes  in  Massachusetts 
has  beai generating  increasing  resistance  fron  taxpayers  in 
paying  their  tax  obligations.   The  half  a  bilLion  dollar  tax 
increase  in  1975  has  severely  compounded  the  collection  prob- 
lems that  the  Department  must  handle. 

One  example  illustrates  the.  magnitude  of  the  problem 
and  is  symptomatic  of  taxpayer  attitudes.   With  respect  to 
1975  personal  income  taxes  (the  first  year  of  the  additional 
7*5%  surtax  enacted  in  1975),  250,000  taxpayers  did  not  pay 
their  full  tax  liability.   The  overwhelming  majority  of  them 
failed  to  pay  the  additional  7%%  surtax.   The  Department  has 
instituted  its  collection  procedures  and  has  £;ent  all  of  them 
several  written  notices  for  payment,  includinc;  bills  and  statu- 
tory demands.   As  a  result,  100,000  have  been  paid  their  full 
tax.   However,  the  fact  remains  that  150,000  taxpayers  continue 
to  refuse  to  pay  their  full  income  tax  and  are  in  a  delinquent 
status.   These  150,000  cases,  which  represent  one  collection 
aspect  of  one  tax,  must  now  be  handled  individually  by  our 
collectors. 

This  same  hardening  of  taxpayer  resistance  is  evident  in 
other  taxes  that  have  been  sharply  increased  recently.   The 
food  and  alcoholic  beverage  tax,  which  was  increased  by  60% 
and  broadened  in  coverage,  is  continually  the  subject  of 
criticism  by  the  general  public  and  in  the  media.   This  lends 
support  to  the  taxpayer  who  is  inclined  to  resist  paying  the 
tax  to  the  Commonwealth.  At  a  rate  of  8%  of  gross  receipts, 
an  unpaid  tax  liability  for  two  or  three  months  becomes  a  huge 
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delinquency  for  the  large  or  small  businessman.   Within  a 
space  of  months,  it  can  become  a  liability  that  he  is  unable 
to  pay,  making  collection  extremely  difficult.   Currently, 
this  tax  has  generated  42,000  delinquent  tax  periods  for  a 
total  amount  due  of  16  million  dollars. 

The  large  tax  increases  have  also  magnified  delinquencies 
in  the  withholding  and  sales  tax  areas.   The  Department  had 
to  cope  with  over  71,000  delinquent  withholding  tax  periods 
and  over  46,000  delinquent  sales  tax  periods  as  of  June  30, 
1975.   These  have  now  grown  to  114,000  and  61,000,  respectively 
to  date. 

This  rising  rate  of  delinquencies  has  come  at  a  time  when 
the  Department  has  been  operating  under  severe  budgetary  con- 
straints which  have  forced  large  reductions  in  personnel.   As 
previously  indicated,  our  employees  today  are  200  less  than 
a  few  years  ago.   We  have  drained  other  areas  of  the  Depart- 
ment to  maintain  78  examiners  assigned  to  collecting  these 
hundreds  of  thousands  of  delinquencies.  In  reality,  we  should 
have  400  examiners  so  assigned.   In  comparison,  Wisconsin, 
which  is  approximately  70%  the  size  of  Massachusetts,  has  300 
collectors  who  collect  9  million  dollars  a  year.   Massachusetts 
has  78  collectors  who  have  collected  22  million  dollars  in  the 
past  twelve  months  (  an  average  of  $273,000  per  collector)  and 
closed  out  38,000  cases.   This  collection  effort  has  grown  from 
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$11,000,000  in  1974,  to  $15,000,000  in  1976  and  to  its  present 
level  of  $22,000,000  per  year. 

Yet, it  is  obvious  that  this  extraordinary  collection 
effort  by  78  people  cannot  stem  or  reduce  delinquencies  that 
are  increasing  at  a  faster  rate.   We  must  have  a  collection 
force  comparable  to  those  utilized  by  other  tax  jurisdictions 
and  commensurate  to  our  delinquency  problems.  Massachusetts 
currently  has  the  smallest  number  of  collectors  of  any  state 
of  comparable  size  and  workload. 


AUTOMATED  REVENUE  COLLECTION  SYSTEM 

The  Department  has  recognized  that  complete  control 
of  delinquent  accounts  initially  requires  a  data  processing 
system  that  captures  and  stores  all  delinquencies  at  their 
inception  and  speedily  transmits  timely  and  accurate  data 
in  a  usable  form  to  compliance  personnel.   The  faster  col- 
lection activity  can  be  instituted,  the  greater  are  the 
prospects  of  fully  collecting  the  amount  owed. 

The  tax  department  has  long  operated  under  an  outmoded 
and  inadequate  computer  system.   Only  in  November  1975  was 
funding  obtained  to  begin  a  conversion  to  a  fourth  generation 
computer  system  that  will  enable  the  department  to  automate 
completely  its  revenue  collection  system.   The  conversion 
plan  is  a  three-year  undertaking  which  is  currently  on 
schedule. 
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The  personal  income  tax  went  over  to  the  new  system  on 

January  1,  1977.   Some  of  the  target  dates  for  other  elements 

of  the  conversion  are:- 

Business  Master  File  May  1,  1977 

Business  Taxes  September  1,  1977 

Business  Accounts  Receivable   November  1,  1977 

By  November  1977,  the  Accounts  Receivable  System  will  be  able 

to  assign  cases  to  individual  collectors,  age  the  accounts  and 

evaluate  the  performance  of  each  collector.   All  delinquencies 

of  a  taxpayer  in  the  various  taxes  to  which  he  is  subject  will 

for  the  first  time,  be  consolidated  in  one  master  receivable 

account.   Penalties,  interest  and  other  charges  will  be  accrued 

and  payments  credited  on  a  continuing  basis  so  that  the  computer 

record  will  always  show  an  up-to-date  computation  of  the 
amounts  owed  to  the  Commonwealth  in  one  place  for  each 
taxpayer. 

Under  the  automated  income  tax  system  that  became 
operative  as  of  January  1,  if  a  taxpayer  did  not  pay  his 
full  income  tax  last  year,  as  many  did  not,  and  if  .he  is 
entitled  to  a  refund  this  year,  the  new  system  will  auto- 
matically reduce  his  refund  by  the  amount  that  he  owes  for 
1975  or  any  previous  year.   Similar  automatic  cross-appli- 
cations of  funds  will  take  place  with  business  taxes  when 
that  system  becomes  fully  converted  later  this  year. 
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The  automated  system  will  give  us  an  immediate  and 
complete  picture  of  tax  delinquencies  on  a  continuing  basis. 
Its  instant  accessability  to  the  collectors  makes  it  an 
invaluable  aid  in  tax  collections  and  will  undoubtedly  in- 
crease the  productivity  of  our  78  collectors.   Nevertheless, 
the  total  accounts  receivable,  given  its  current  rate  of 
growth,  cannot  be  significantly  reduced  without  an  allocation 
of  more  personnel  to  the  compliance  effort. 

March  22,  1977 
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